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Cooperatives provided more than 40 percent of farmers’ petroleum
needs. Five regional cooperatives owned 4 refineries, such as this one
at Coffeyville, KS, owned by Farmland Industries, Inc., Kansas City,
MO.
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Cooperative
Petroleum
Operations

Cooperatives play a vital role in supplying petroleum products
to U.S. farms and provide services at all related levels of oil pro-
duction, refining and processing, wholesale and retail distribution,
and related supplies.

Farm use of liquid petroleum products and liquefied petroleum
(LP) gas or propane increased from less than a billion gallons in
1920 to more than 9 billion gallons in 1969. Use then declined to
about 5.5 billion gallons by 1993, due to petroleum price increases,
increased fuel efficiency in farm equipment, and adoption of lower
tillage practices.

Diesel and gasoline are the most important fuels used to
power farm equipment. Propane, home heating oil, and kerosene are
used in farm production for drying crops, fueling irrigation pumps, and
heating poultry and livestock facilities.

Fuels used on farms have changed considerably. In 1950,
gasoline constituted about two-thirds, diesel 10 percent, and propane
less than 1 percent of petroleum use. By 1993, gasoline had declined
to 26 percent and diesel and propane had increased to 60 percent and
14 percent, respectively.

Overall Status of Cooperatives

In the late 1920s and 1930s, farmers in many parts of the
United States organized local petroleum cooperatives or added
petroleum to grain marketing cooperatives. Farmers soon realized,
however, that retailing operations alone were inadequate to meet their
needs for a dependable supply and quality at a reasonable price.
Local cooperatives organized regional wholesale cooperatives to pur-



chase petroleum products, blend lubricating oil, and provide trans-
portation services. Later, wholesale cooperatives, by themselves or
with others, began to refine petroleum for much of their needs and pro-
duce a limited amount of the crude oil processed in their refineries.
By 1993, U.S. farmers purchased about 41 percent of their petroleum
needs from about 2,500 cooperatives, more than two—thirds of all
3,761 active marketing and supply cooperatives (table 1).

Five regional cooperatives, solely or jointly, own 4 refineries
that provide about 87 percent of the requirements of retailing coop-
eratives. Cooperative refineries received only 17 percent of their
crude oil from sources owned or leased by cooperatives.

Cooperative Petroleum System

The farmer cooperative petroleum system is composed of
about 2,500 autonomous cooperative businesses, operating under a
variety of organizational arrangements at each vertical level of the
petroleum industry from crude oil procurement through retail sales.
The structure of cooperatives in the petroleum industry is described
in figure 1. Interregional cooperatives are owned by groups of region-
al cooperatives. Regional cooperatives, if federated, are owned by
local cooperatives, and if centralized, owned directly by farmers. In
all cases, control ultimately rests in the hands of U.S. farmers.

Crude Oil Production
Early Developments

Soon after acquiring refineries, cooperatives believed explor-
ing for and producing crude oil was necessary to assure an adequate
supply. This was the last step, along with transportation, in vertical-
ly integrating their petroleum operations. Some cooperative leaders
thought savings in production might be realized in years when savings
from refining were small.

In September 1940 in Kansas, Consumers Cooperative
Association (CCA) drilled its first producing oil well, after being
forced to shut down its new refinery at Phillipsburg, KS, for lack of
sufficient crude. The regional began leasing oil lands in Indiana and
Kentucky in 1941. By the end of 1950, 12 cooperatives were pro-
ducing crude oil and leasing 63,488 net acres of producing lease-
holds in the Midwest. These cooperatives were sole owners of 1,562
producing wells and part owners of another 383. They also held
310,032 acres of prospective lease holds, royalties, and mineral rights.



Table 1—Cooperatives’ share of fuel used for U.S. farm production

Fuel used for U.S. farm production

Year/product Total fuel Total fuel Cooperatives’ share
provided by  provided by of fuel used for
all sources cooperatives  U.S. farm production
1,000 gallons Percent
1993
All gasolines 1,404,393 645,130 459
Diesel fuel 3,298,098 1,231,723 37.3
Total liquids: 4,702,491 1,876,853 399
Propane or LP gas 761,204 371,700 48.8
Total all fuels: 5,463,695 2,248,552 41.2
1988
All gasolines 1,600,000 699,055 437
Diesel fuel 2,800,000 1,034,287 36.9
Total liquids: 4,400,000 1,733,341 39.4
Propane or LP gas 600,000 209,864 35.0
Total all fuels: 5,000,000 1,943,205 38.9
1982
All gasolines 2,385,241 1,124,932 47.2
Diesel fuel 2,931,690 836,698 28.5
Total liquids: 5,316,931 1,961,629 36.9
Propane or LP gas 1,136,167 423,699 373
Total all fuels: 6,453,098 2,385,328 37.0
1979
All gasolines 3,381,130 1,653,765 48.9
Diesel fuel 3,178,766 1,314,703 41.4
Total liquids: 6,559,896 2,968,468 45.3
Propane or LP gas 1,301,867 553,660 425
Total all fuels: 7,861,763 3,522,128 44.8




Figure 1-—Cooperative involvement in various activities
in the U.S. petroleum industry, 1993

Local Regional Interregional
Activity Cooperatives Cooperatives Cooperative
Oil exploration None Very limited Very limited
Crude oil None Limited Limited
production
Refining None 3 regional owned 1 interregional
refineries: owned refinery:
CENEX, National Cooperative
Farmland, and Refinery Association
Countrymark
Pipelines None Own or lease Own or lease
limited mileage limited mileage
of gathering and of gathering and
trunk lines trunk lines
Wholesale Limited to a few Extensive network Sales of solid

distribution

Farm sales

Nonfarm and

urban sales

large locals

Extensive bulk
delivery and pump

station operations

Substantial in
some markets and

rural communities

of storage and
distribution
throughout most

farming regions

Extensive bulk
delivery and pump

station operations

Substantial in
some markets and

rural communities

products

None

None

Crude oil production in 1950 from the 1,562 wholly owned
wells was 15,292 barrels per day. This represented 14.3 percent of the
total volume of crude oil processed by cooperative refineries that
year. Cooperatives shared a partial interest in 383 wells which pro-
duced another 14,108 barrels per day. The combined volume of 29,400



barrels per day represented 27.5 percent of the crude oil processed by
cooperatives in 1950.

In 1950, cooperatives drilled 145 producing wells and 77 dry
wells. Of these totals, 111 producing and 22 dry wells were wholly
owned by individual cooperatives. Between 1950 and 1970, cooper-
atives increased their crude oil production and refining capacity at
about the same rate.

During the crude oil shortage of the mid-1970s, cooperatives
launched programs to explore and develop alternate sources of sup-
ply. In one effort, 19 regionals organized International Energy
Cooperatives, Inc., Washington, DC, to purchase crude and refined
products, engage in exploration, and evaluate trading food and agri-
cultural/industrial knowledge for petroleum in foreign markets (com-
monly referred to as “food for crude”).

In 1974, 15 of these regionals formed a separate company,
LVO International, Inc., Tulsa, OK, to explore for oil in Egypt,
Portugal, and Greece, but later discontinued operations. Three coop-
eratives and three noncooperative companies formed Seaway Pipeline
Company to move crude from tankers on the Texas coast to inland
refineries. Cooperatives later divested themselves from the money-los-
ing operations.

Two interregional petroleum exploration and acquisition coop-
eratives were formed in the 1970s. Agri—Petco International, Tulsa,
OK, was owned by one regional and two interregional cooperatives.
International Cooperative Petroleum Association, New York, NY,
was owned by two U.S. regionals and several European cooperatives.
With limited resources and increasing costs, most cooperative oil
exploration ceased by the mid-1980s.

Current Operations

In 1993, cooperatives produced 1.5 million barrels of oil,
down 50 percent from 1988. During the same period, net proven
reserves also declined by 50 percent to 8.9 million barrels. In 1993,
cooperative refineries received only 17 percent of their supply from
these cooperative—controlled sources.

More than 90 percent of the crude oil received by cooperative
refineries was transported by pipelines. Cooperative ownership of
pipelines has increased over the past decade to more than 5,000 total
miles. Cooperative—owned or —leased transportation moved 43 percent
of the total crude oil needed by cooperative refineries in 1993.



Refining and Blending

Early Developments

The earliest effort by cooperative petroleum wholesalers to get
involved in product manufacturing came in blending lubricating oil
to improve the quality of oil to withstand rigorous use in tractors and
other agricultural equipment. Cooperatives in Indiana tried unsuc-
cessfully to get the State legislature to pass a law requiring place-
ment of oil specifications on a container tag. Next, they attempted
to buy oil from refiners on guaranteed specifications, but price fluc-
tuations made this impossible.

In 1930, Indiana Farm Bureau Cooperative Association decid-
ed to build a compounding plant in Indianapolis. Later that year, it and
other regional cooperatives in Ohio and Michigan formed Farm
Bureau Oil Company, which operated the plant. In time, this organi-
zation became United Cooperatives, Alliance, OH, which blended
oil and purchased farm supplies for a larger group of regionals.

By 1950, cooperatives owned 13 blending plants. Volume
blended reached about 450,000 barrels in 1969, but declined to
403,000 barrels in 1982.

During the 1940s, several wholesale cooperatives believed
they could realize additional savings by refining petroleum products.
Difficulty in obtaining fuels during and after World War II hastened
their entry into this field.

The first cooperative refineries were built by CCA, now
Farmland Industries, which began operating a 3,000-barrel-per-cal-
endar-day (b/cd) plant in January 1940 and Indiana Farm Bureau
Cooperative Association, whose 2,500 b/cd plant started operating
in March 1940. CCA encountered numerous problems in raising
member capital, borrowing funds, getting a contractor, and obtaining
sufficient crude oil to operate the refinery.

Cooperatives bought five more refineries in 1943. By 1948, 14
regionals owned 20 small refineries with a total capacity of 144,500
b/cd. Of these, 13 were owned by individual regional cooperatives
and 7 by 3 interregionals. Transportation costs were high because
only four were located on water where they could access supplies
from ships or barges carrying crude oil. Only three were connected
with common-carrier crude oil and product pipelines.

Changes in product requirements and uses made it necessary
to modernize most refineries in the 1950s. Some plants were sold



vy
s

. ‘ 5 e & v
R R TR Do s b
s

s

The first cooperative-owned refinery was built in 1940 by Consumers
Cooperative Association (now Farmland Industries, Inc.). A major
improvement in refining came with the addition of the catalytic crack-
er in the early 1960’s, the highest unit in this picture of CENEX’s
refinery at Laurel, MT.




